This paper examines the distinctive features of the Philippine National Bank, particularly through its lending practices in agriculture. First by examining the enactment and revision of the National Bank Act, the Bank's characteristics as an organization and operations are discussed. Second, the process by which the Bank began its operations and administration of agricultural loans is traced. Third, the 1918 dispute over lending in agriculture is depicted as a striking example of the nature of its banking operations, before presenting the dual structure of agricultural loans provided by the National Bank as the conclusion. 
Introduction
The Philippine National Bank was officially incorporated on May 2, 1916 Previously, the possibility of establishing an agricultural bank under private capital was repeatedly discussed in exchanges between the American officials in Washington and in Manila. But the most serious problem was that American capital showed no strong interest in the opportunity of investing in an agricultural bank in the Philippines.
As a result, Frank McIntyre, Chief of the BIA wrote Governor-General Forbes in Manila in May 1913 and proposed that a government bank, rather than private banks, should be the one to provide agricultural loans to local cash crop producers. 2 By the early 1910s it was not only the Filipino elite but also Manila Americans Harrison that the Philippine government should totally withdraw from the banking business and devolve its investing commitments to the National City Bank. Although opinions in the Philippine Chamber of Commerce in Manila were divided regarding the involvement of the Philippine government in the banking, members were in basic agreement on a standing proposal or advocacy for a four-fold increase of the capital investments in the proposed bank. 4 In the Philippine Assembly, the leaders of the Nacionalista Party recognized the importance of establishing a government credit bank as proposed by Martin. For (1) The capitalization of the National Bank was pegged at 20 million pesos, divided into 200,000 shares of the value at par of one hundred pesos. The Philippine government would purchase 101,000 shares by the end of January 1917, while the remaining 99,000 shares were to be offered to the public (Sec. 3 and 4).
(2) All the assets and liabilities of the Agricultural Bank of the Philippine Government would be transferred to the National Bank. Such a transfer of the Agricultural Bank's assets would be deemed as partial payment of the shares of the National Bank subscribed by the Philippine Government (Sec. 6).
(3) The National Bank was authorized to loan amounts not to exceed 50 percent of its capital and surplus and all amounts realized from the sale of real estate bonds on notes secured by real estate mortgages. Payment of such notes would be secured by first mortgages on farm lands in the Philippine Islands. Such loans were to be barred from exceeding 60 percent of the actual value of farm lands.
The due date of the mortgages would not be less than one year and not more than thirty years. Loans of this kind were to be offered for the purpose of promoting agriculture (Sec. 10).
(4) The National Bank was authorized to loan amounts not exceeding 30 percent of its capital and surplus and the full amount of circulating notes on promissory notes, drafts and bills of exchange issued or drawn for agriculture, industrial or commercial purposes (Sec. 11).
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(5) The National Bank was authorized to issue loans in amounts not to exceed 20 percent of its capital and surplus, 70 percent of its deposits subject to check and 85 percent of its time deposits (Sec. 12).
(6) The preference was given to the loans specified in Section 11 and 12 thusly.
(a) To make loans on harvested and stored crops, with such loans not exceeding 70 percent of the market value of the crops (Sec. 14).
(b) To make loans to the producers on standing crops of rice, hemp, copra, sugar, tobacco, etc. For the grant of such loans, the National Bank might require additional security in the nature of mortgages on real estate or upon livestock, machinery and agricultural implements (Sec. 14).
(7) The National Bank was authorized to issue its notes known as circulating notes in any amount not exceeding 75 percent of the securities held by the Bank. In addition, the National Bank would have the authority to issue its circulating notes against the gold coin of the United States (Sec. 18).
(8) The National Bank was authorized to receive deposits of funds from the insular, provincial and municipal governments, Postal Savings Bank, associations, corporations and private persons. It was obligatory for the insular, provincial and municipal governments to make their deposits with the Bank (Sec. 19).
(9) The National Bank might establish up to two branches or agencies in the United States. The said branches or agencies were to receive, transmit and disburse any funds of the insular or U.S. governments or private corporations or individuals and to engage in business with the Federal Reserve Bank of the district in which the said branches or agencies might be located (Sec. 33).
(10) The National Bank might establish branches in the provincial or municipal capitols. The agents or other officers of these branches would be appointed. With the authorization of the Governor-General, the Board of Directors might appoint as agents, cashiers or tellers of these branches the provincial or municipal treasures (Sec. 34).
The Philippine National Bank was thereby established as a multi-purpose bank (or a large-scale credit institution), for issuing bank notes, controlling currency reserve and 6 the dual function of serving as depository of government funds and as the foreign agency of the U.S. Federal Reserve Board. 7 The National Bank became a de facto governmental bank, and welcomed only a minimum investment of private capital. No. 2747, to wit:
As a lending bank, the National Bank now had great latitude in extending agricultural loans although mostly short-term loans on harvested or standing crops. It authorized capital turned out to be ten times bigger than that of the Agricultural Bank, its forerunner.
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(1) Section 11, 12 and 13 of Act No. 2612 were hereby deleted.
(2) The revision of Section 14 determined the major business of the National Bank to consist in (a) the purchase or discounting of promissory notes, drafts and bills of exchange; (b) the extension of loans on, or the discount of, notes secured by harvested and stored crops; (c) the making of agricultural loans on standing crops;
(d) the provision of loans for the provincial and municipal governments or branches of the insular government on promissory notes guaranteed by the insular government or the purchase of bonds issued by the provincial and municipal governments or branches of the insular government; and, (e) the issuance of advances or discount paper for agricultural, manufacturing, industrial, or commercial purposes (Sec. 11). (2) Any loan or credit account transferred to the National Bank by the Agricultural Bank which was found to be uncollectible were to be subject to foreclosure by the National Bank (Sec. 7).
(3) The National Bank was authorized to issue loans for agricultural purposes in amounts not to exceed 60 percent of its capital and surplus and all amounts realized from the sale of real estate bonds (Sec. 9).
The most drastic revision of 1921 was the 2.5-time increase in the Bank's paid-up capital that it approved, and for this purpose, not only the Philippine government but also provincial and municipal governments were encouraged to purchase National Bank shares themselves. Also noteworthy were the significantly larger expansion of the total amount available for loans (given the increase in the Bank's capitalization), including the jump up in the percentage of the amount of loans against paid-up capital and surplus.
Five years after its establishment, the Philippine National Bank thus emerged as a giant multi-purpose governmental bank with a strong focus on loans or credit accessible to various business sectors. 
Commencement of Banking Operations and Agricultural Loans
The first president of the Philippine National Bank was H. Parker Willis, a famous American economist. 15 
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After serving as the National Bank's president, Willis published a short but very informative article on the beginnings of the Philippine National Bank in 1917. 17 According to Willis, the first step in commencing the bank's operations was the installations of a definite accounting system that involved a careful examination of the assets of the Agricultural Bank of the Philippine Government. This resulted in the assumption of all its liabilities and the transfer of all of its assets, except the mortgages of approximately 900,000 pesos that were either in default or deemed bad.
18 Table I-1 shows the balance sheet of the National Bank as of May 25, 1916 , showing the paid-up capital of the bank at approximately 2.4 million pesos, composed of the assets transferred from the Agricultural Bank as well as the initial subscription of one million pesos by the insular government. 19 Loans and discounts amounted to nearly 5.5 million pesos, most of which seemed to be agricultural loans transferred from the Agricultural Bank. The deposits of over nine million pesos might be, largely, the government funds 12 that were received by the National Bank under its regulations.
With these assets, the National Bank began operating, but the immediate problem it had to address was the recruitment of competent staff to run it. The former Agricultural
Bank came with a staff of about fifteen persons, three or four of whom worked as the inspectors of agricultural lands that were used as collateral for loans. The National Bank found them incompetent and thus were not rehired, but other staffers of the Agricultural Bank were retained to form a nucleus for the Bank's Agricultural Division. These staffers had enough technical experience, but a few of the newly employed staff required some retraining. Thus, during the months of May, June and the first half of July, the Bank conducted a special training course for the benefit of approximately fifty staffers. Another problem was the lack of necessary facilities and equipment of the Bank not easy to avail of, locally. It thus took almost two months for the Bank's physical plant to get set up. 20 Despite these various obstacles, the Bank's business commenced operations and expanded smoothly. Even those in Manila's business circles who had initially regarded it with suspicion soon welcomed the possibilities it represented and began to deposit some portion of their funds with the new Bank. Table I-1 and Table I -2 reveals that the amount of the Bank's paid-up capital and that of its loans and discounts doubled, while total amount of deposits increased more than four-fold in a time span of only six months. Table I -2 includes the unmatured foreign bills or the exchange for future delivery among the items of assets that were not included in Table I-1 . Strikingly, the amount of the unmatured foreign bills accounted for 6 percent of the total assets, showing the larger weight of foreign trade related business in the Bank's operations. We cannot break down the item of loans and discounts that make up 25 percent share of the assets;
however, it is apparent that loans constitute a large portion of it. In terms of liabilities, deposits comprised 83 percent of the total, distributed as: Philippine government shares, 63 percent; individual accounts; 10 percent; and fixed deposits, 25 percent.
One of the most important initial operations of the Philippine National Bank, among others, was to provide agricultural loans for export crop production. As a public 13 institution, with the majority of its stock owned by the government, and a large percentage of its liabilities consisting of public deposits, the Philippine National Bank was expected to entertain all legitimate demands for agricultural loans in a fairly expeditious fashion. But in the export expansion during World War I, demands for agricultural loans proved to be far beyond the capacity of the Philippine National Bank and required highly selective consideration of loan applications. The interest rate for agricultural loans was set at eight percent per year for the mortgages secured by land having a Torrens title, and at 10 percent for mortgages with a Spanish title. The loan applications varied in amount from a few pesos to the hundreds of thousands. 21 The most crucial problem, at this time, involved the absence of proper titles for much of the agricultural landholdings, and even where the landholdings were presumably titled under the Spanish system, there were many cases whereby the Spanish title certifications could not properly be procured and presented by landholders.
Needless to say, the process in issuing Torrens titles was very slow. The Philippine government enacted the Land Registration Act in 1902 and the Public Land Act in 1903
and then the Cadastral Act in 1913 to systematize and modernize the land titling system.
However, as late as 1918, only 70,000 farms could be shown to hold Torrens titles out of nearly 2 million farms (4 percent of the total), while nearly 230,000 farms (12 percent of the total) could be determined to have proper Spanish titles. 22 This limited land titling significantly cut down the total volume of agricultural loan applications to the National Bank, automatically invalidating many that would have otherwise deserved serious attention. 23 Section 10 of Act No. 2612, as has been discussed, ruled that the total amount of loans that the National Bank could provide should not exceed one half of the Bank's capital and surplus and all its proceeds from the sale of real estate bonds. At the onset of the Bank's operations, such bonds had not been sold so that the actual sums available for agricultural loans were only one half of the capital and surplus. 24 Table I-1 demonstrates that the total amount of loans and discounts of the National Bank reached a level of 2.3 times of the paid-up capital as of May 1916 and most of these were the residual mortgages carried over from the old Agricultural Bank. This situation restricted 14 the National Bank to a provision of loans in amounts lesser than those prescribed by law.
To ensure that it functioned as a lending bank in accord with its mandate, more practical measures were taken on the inclusion of the mortgages from the Agricultural Bank (in limited amount of loan provided), and more new loans were made available by the bank authorities. Consequently, by the end of 1916, the total amount of loans and discounts reached 13 million pesos, almost three times the paid-up capital (Table I-2) .
What kind of measures were taken, then, by the National Bank to provide such agricultural loans as expected of it? According to Willis, in its capacity as a semi-governmental bank, the National Bank had to closely scrutinize the documentation presented by applicants so as to "insure safety and conservatism." 25 To obtain agricultural loans, one was required to submit two reports from independent sources with a reference on the assessment of the actual value of the land offered as collateral.
One of such reports needed to be obtained from "a traveling agent in the employ of the Bank, who should visit the land and personally inspect it and decide upon its income-producing powers, the honesty of the proprietor, and other essential questions." 26 At the time, it was not easy to deploy assessors who could make such value determinations, and thus, in most cases, the provincial tax assessors themselves had to shoulder the crucial task. The reports prepared by the provincial assessors were further checked by the provincial treasurer and when he deemed it necessary he included additional data for the evaluation of the proposed loan. (It was one month after its formal opening that the Bank began examining loan applications and deciding on them for approval or rejection.) 27 We need to pay special attention to one unique feature in the agricultural loan operation of the Philippine National Bank. As stated by Willis, before the establishment of the Philippine National Bank, the Philippine government had deposited its revenues in the sum of 2.5 million pesos for crop loans, that is, loans on the standing sugar crop mainly in Negros and Panay Islands. After the organization of the Philippine National Bank, it was discussed whether the National Bank should take over the task of providing crop loans or allow private banks to administer them. With the special act of the Philippine legislature, government funds were transferred to the Philippine National
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Bank and the Bank took over the task of providing crop loans at large amounts. property, that any borrower could get, as collateral; and (7) the payment of the loan as soon as the sugar is produced and sold in the market. 30 There were many instances of applications being rejected due to insufficiency of documentation, even as there were also not a few cases of loans being granted despite the inability of sugar planters (or landowners) to comply with the conditions as required.
In 1916, applications for loans totaled 2.2 million pesos and three-fourths of them received approval from the committee. But some loans were not released after approval for failures of certain planters to meet certain requirements such that, in the end, less than two thirds of the total applications for loans were actually made good. These strict measures by the National Bank discouraged many landowners in the sugar producing region, even provoking serious complaints from some of them, ostensibly expecting that Indeed, there were quite a few cases in which Negros
Occidental sugar planters received approval not only for long-term agricultural and crop loans but also for commercial loans.
Hijos de I. de la Rama:
This firm, managed by Esteban de la Rama, incurred a total obligation of 1,294,000 pesos to the Bank, which included 794,000 pesos of outstanding crop loans for a three-year period, and 500,000 pesos in commercial loans.
The collaterals for these loans were seven haciendas with a total hectarage of 2,700 and its sugar centrals located in the municipality of Bago; 85,000 piculs of centrifugal sugar and 7,613 piculs of muscovado sugar. This firm owned three more haciendas with a total hectarage of 1,000 and another small central in the municipality of Talisay, but these 19 three haciendas appeared to have already been mortgaged to the Bank of the Philippine Islands. Two small sugar centrals owned by Esteban de la Rama were deemed to be mismanaged, with de la Rama himself apparently lacking in managerial savvy; and given his bad relations with the sugar planters in the area, the centrals could not be operated in full capacity. He discovered that, generally speaking, the long-term loans were provided there on a fairly sound basis, while crop loans were practically, without exception, excessively
given. The trouble was that planters in these areas usually applied for their loans based New loans that were approved for the payment of outstanding loans were not used for this original purpose; and (3) Only a small part of land was actually cultivated or used for sugarcane agriculture, against the requirement that loans were offered to many of these haciendas (under Seaver's investigation) for being nearly cultivated areas or being located near mountainous areas. Let us take two examples here.
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Jose E. Domingo: He obtained a loan of 13,000 pesos from the National Bank on a 500-hectare property northwest of Murcia. About 18 or 20 hectares was planted to sugarcane (but found to be poorly cultivated) and 40 hectares to upland rice. But practically all of this hacienda was of such an elevation that it could not, under normal circumstances, be considered as good agricultural land. 52 In a memorandum dated August 17, 1918 Some data on agricultural loans of the National Bank in the 1920s are worth examining in detail. Table I It is no idle speculation to read this decline as one consequence of the Bank's preference for agricultural loans over crop loans in the progress of land registration. - Bank of the Philippine Islands 1,100,000 122,030 
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